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CONFIDENTIAL VALLETTA 1052 
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TAGS: PFOR, MT 

SUB J : MALTA: QUARTERLY POLITICO/ECONOMIC REPORT 
REF: VALLETTA 0551 

1. SUMMARY :THERE HAVE BEEN NO BASIC CHANGES IN THE POLITICO/ECO- 
OMIC SITUATION IN MALTA SINCE OUR LAST REPORT (REFTEL) WHICH 
STANDS AS OUR BEST JUDGEMENT OF THE CURRENT SITUATION IN TERMS OF 
U.S. POLICY INTERESTS AND OBJECTIVES. THE FOLLOWING ARE HIGH- 
LIGHTS OF THIS QUARTER WHICH COLOR BUT DO NOT BASICALLY CHANGE THAT 
ASSESSMENT. END SUMMARY 

2. BASE AGREEMENT AND RELATIONS WITH BRITAIN. MINTOFF'S TRIP 
TO THE UK, MEETING WITH WILSON AND OTHER OFFICIALS. HIS AGREE- 
MENT TO RESUME EXCHEQUER LOAN PAYMENTS, AND TO ACCEPT THE UK 
ONE MILLION POUND ECONOMIC ASSISTANCE OFFER, AND HIS WARM 
STATEMENTS ON GOM/HMG RELATIONS ON HIS RETURN APPEARED, AT 
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LEAST FOR THE PRESENT, TO HAVE REMOVED ANY MAJOR DIFFICULTIES 
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ASSOCIATED WITH THE BASE AGREEMENT. SUBSEQUENTLY. HOWEVER, HE 
BECAME CONCERNED WITH POSSIBLE ADVERSE EFFECTS ON MALTA OF THE 
BRITISH DEFENSE REVIEW. LOAN PAYMENTS HAVE NOT BEEN MADE AND 
THE ASSISTANCE OFFER NOT IMPLEMENTED. THE SITUATION MAY 
REMAIN IN LIMBO UNTIL THE REVIEW IS COMPLETED. 

3. RELATIONS WITH LIBYA. WE SUSPECT THAT MALTA'S RELATIONS 
WITH LIBYA HAVE DETERIORATED BEYOND THE COOLNESS NOTED IN OUT 
LAST REPORT. MINTOFF'S DECISION TO PROCEED IN GRANTING EXPLO- 
RATION RIGHTS TO TEXACO, PRESUMABLY, WAS TAKEN IN THE ABSENCE 
OF ANY SETTLEMENT WITH LIBYA ON THE MEDIAN LINE QUESTION. IF 
THIS AGREEMENT, AS SEEM LIKELY, IS FOLLOWED BY AGREEMENTS WITH 
OTHER OIL COMPANIES COVERING RIGHTS IN WATERS CLAIMED BY LIBYA, 
RELATIONS COULD DETERIORATE FURTHER. WE HAVE NOT LEARNED OF 
ANY CONCRETE RESULTS FROM MINTOFF'S VISIT TO THE MIDDLE EAST 
DURING THE QUARTER, BUT IT IS GENERALLY BELEIVED THAT A MAJOR 
PRUPOSE OF THE TRIP WAS TO OBTAIN CRUDE AT LOWER PRICE THAN 
FROM LIBYA. AT PRESENT ANOTHER DEL LED BY LABORMIN CASSAR IS 
MAKING A FOLLOW-UP VISIT TO THE ARABS. 

4. PUBLIC ACTIVITIES. DESPITE ANOTHER FLURRY OF POLITICAL 
DEBATES AND PARTY RALLIES DURING THE QUARTER, THE POLITICAL 
SITUATION REMAINS UNCHANGED EXCEPT FOR THE NATIONALIST 
DECISION TO JOIN WITH LABOR IN SECRET DISCUSSIONS ON CHANGES 
IN THE CONSTITUTION. THE GOVERNOR GENERAL IS PARTICIPATING 
AS WELL. THE NATIONALIST DECISION IS THEIR FIRST DEPARTURE 
FROM A POLICY OF TOTAL OPPOSITION REGARDLESS OF THE POINT IN 
QUESTION, AND REFLECTS THEIR VIEW THAT THEIR COOPERATION (AND 
THAT OF GOVGEN) WILL HAVE A MODERATING INFLUENCE. WE UNDER- 
STAND THAT THE CONSTITUTIONAL COURT VICE PRESIDENT AND VOTE- 
AT-18 ISSUE HAVE BEEN SET ASIDE AS POINTS ON WHICH BOTH SIDES 
AGREE. ONE NATIONALIST PARTICIPANT TOLD US THAT HE EXPECTED 
LABOR TO PROPOSE THAT CERTAIN CATHOLIC CHURCH RIGHTS BE MODI- 
FIED, E.G. TO PERMIT CIVIL MARRIAGES, WHICH HE COULD SUPPORT. 
UNLESS THE MLP SIDE ATTEMPTS TO GO TOO FAR VIS-A-VIS THE 
CHURCH, OR TO ALTER THE ELECTORAL SYSTEM GROSSLY IN FAVOR OF 
THEMSELVES, NATIONALIST COOPERATION IS LIKELY TO CONTINUE. 

5. ECONOMIC: THE IMPROVEMENTS IN THE ECONOMIC SITUATION 
NOTED IN OUR LAST REPORT CONTINUED THROUGHTHE QUARTER. 
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INCREASED FUEL COSTS AND PRICES OF OTHER ESSENTIALS IMPORTS ARE 
HAVING AND ADVERSE IMPACT ON MALT'S BALANCE OF PAYMENTS, 
INCREASED COSTS OF GOM SUBSIDIES, AND HAVE ADDED TO 
INFLATIONARY PRESSURES. ALTHOUGH MALTA APPEARS TO BE SUFFER- 
ING LESS THAN MANY NEIGHBORING COUNTRIES FROM INTERNATIONAL 
ECONOMIC DEVELOPMENTS, UNEMPLOYMENT REMAINS A PROBLEM, AND A 
SERIOUS WATER SHORTAGE MAY SOON CREATE ADDITIONAL DIFFICULTIES 
FOR GOM. THE TEXACO OIL EXPLORATION AGREEMENT, WHICH, INTER 
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ALIA, PROVIDES FOR A TEN MILLION DOLLAR INTITIAL PAYMENT AND 
SUBSTANTIAL INVESTMENT IN INDUSTRY, WAS THE MAJOR ECONOMIC 
EVENT DURING THE QUARTER. THE AGREEMENT RECEIVED POSITIVE 
ATTENTION FROM ANTI AND PRO-GOM PAPERS, RAISED HOPES FOR THE 
EVENTUAL DISCOVERY OF SIGNIFICANT OIL RESERVES OFF MALTA, 

AND FOR THE CONCLUSION OF SIMILAR AGREEMENTS WITH OTHER 
INTERNATIONAL OIL COMPANIES. EVEN IF OIL IS NOT DIS- 
COVERED, THE AGREEMENT WILL HAVE A SIGNIFICANT IMPACT ON THIS 
SMALL ECONOMY. 

6. BILATERAL RELATIONS. BILATERAL US/MALTA RELATIONS RAN 
SMOOTHLY DURING THIS QUARTER. THE ARRIVAL OF THE SECOND CON- 
SIGNMENT OF EXCESS EQUIPMENT! AB O ARD AN ITALIAN NAVAL TRANS- 
PORT) RECEIVED BROAD FAVORABLE PUBLICITY AND PUBLIC AND 
PRIVATE EXPRESSIONS OF APPRECIATION BY GOM OFFICIALS.GETZ 
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